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Don't Assume You Did it "Right" the First Time

By Claudia Gaglione, Esq. 

It is not unusual for an appraiser to be asked to appraise the same property 
on more than one occasion.  Sometimes, it is a coincidence.  The client 
may have no idea the appraiser had a history with the property and the 
appraiser might not even remember until he or she inspects the property 
and recalls having been there before.

In other cases, an appraiser might be retained, specifically, because 
they did appraise the property in the past.  Since that appraiser already has 
some knowledge, and familiarity with the property, the client might think it 
makes sense to retain them over someone else.

Each appraisal assignment should be approached as a "new" 
assignment, and NOT as a "do over."  Problems can arise if the appraiser 

1



simply duplicates information from an old report into a new report without 
taking the time to verify or to double check what was contained in the old 
report.

If an error was made in the first report, the appraiser compounds the 
problem when that error is repeated, sometimes multiple times. We have 
seen this scenario give rise to several claims.  The majority of those claims 
involve incorrect square footage figures.  Here are two examples of claims 
that were made when an original mistake was carried over into subsequent 
reports:

In 2015, a Kentucky appraiser was retained to prepare a purchase 
loan appraisal for a lender/client.  The property was a small, 2-story office 
building.  The appraiser measured the property to be about 3200 square 
feet.  The listing showed 3300 square feet, so the appraiser assumed his 
measurement was accurate.

The appraiser discovered, however, that the local assessor's office 
was showing the property as only having about 1500 square feet.  This 
discrepancy caused the appraiser no concern. He knew that assessor 
records were often inaccurate.  The appraiser completed his report with no 
mention of the contradictory assessor's records.  He estimated value to be 
$525,000.

In 2017, the same appraiser was hired by the same lender/client.  
This time, the assignment was to prepare a refinance appraisal.  When the 
appraiser inspected the building, he found that the owner had it leased out 
to a single tenant, a small accounting firm.  The appraiser remembered 
inspecting the building 2 years prior.  He carried over most of the 
information from his old report into the refinance appraisal, including his 
original square footage figure.

The assessor's office was still showing the property as having only 
1500 square feet.  The appraiser said nothing about this in his second 
appraisal.

In 2019, the owner wanted to sell the building.  The tenant decided to 
exercise the option to purchase, set forth in the lease agreement.  The 
tenant hired an appraiser to help determine a purchase price and that 
report indicated that the property was worth less than $400,000, based 
upon square footage of about 1600 square feet.  The tenant's appraiser 
assigned a significantly lower value to the second floor of the building than 
he assigned to the first floor.

The property owner was confused by the tenant's appraisal, so he 
hired his own appraiser and that appraiser said the property was also worth 
less than $400,000 based, in part, on the fact that the second story could 
not be used as office space.

It was discovered that a prior owner of the building added the second 
story without permits. While the quality of the construction was good, the 
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ceiling height was too low. The second story could only be used for 
storage. It could not be used as office space.

The tenant could not exercise their option and terminated the lease. 
The owner could not rent out the property and defaulted on the mortgage. 
The lender/client has a loan balance of about $450,000 and the property is 
worth less than $350,000. The lender has put the insured appraiser on 
notice that it will be pursuing a claim against the appraiser for the losses 
suffered after the property is sold.

The appraiser had two chances to investigate the square footage 
discrepancy. At the very least, the discrepancy should have been 
highlighted in the appraisals to put the client on notice. Now the appraiser 
will have to spend his time defending this claim.

An Ohio appraiser was hired to appraise a small commercial building 
divided into 6 separate suites. The appraiser valued the property for the 
first time in 2012 in connection with a purchase money loan. The property 
was measured to have 10,184 square feet and the estimated value was 
$1.3M.

The appraiser was contacted in 2015 by the building owner. The 
owner had paid off his loan and he owned the building, with no 
encumbrances. The owner had also made some modifications to the 
building and provided the plans to the appraiser.

When the appraiser asked the purpose of the appraisal, he was told 
the owner wanted it for "Asset Management". This was also the "Intended 
Use" noted in the report. The owner was the only stated "Intended User".

Unfortunately, the appraiser misread the construction plans he had 
been provided. He stated that the improvements had added 7500 square 
feet to the property for a total square footage of 17,684. In reality, the 
construction had only added 3500 square feet to the property, so the total 
square footage was 13,684.

In 2017, 2018 and 2019, the appraiser was called to appraise the 
building for the property owner. Each year, he was told the reason for the 
report was "Asset Management". In each report this was the stated 
"Intended Use". In each report, the total square footage was reported to be 
17,684.

The appraiser never measured the property after he had originally 
done so back in 2012.

When the 2019 report was delivered, the appraiser got a call from 
the owner asking for a meeting. The appraiser was advised that earlier in 
the year, one of the tenants had acquired a partial ownership interest in the 
property. The purchase price he agreed to pay was based, in part, on the 
insured's 2018 appraisal.

The new partner had not looked over the 2018 report, in detail, but 
he did read the recently prepared 2019 report and he had some concerns. 
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The new partner pointed out that the appraisal overstated the square 
footage of the building by 4000 square feet. That meant the appraised 
value was also overstated by, at least, $500,000.

The appraiser also learned that, since 2015, the building owner had 
been using the appraised value as a basis for setting the tenants' rental 
amount. That meant the owner had been overcharging tenants for years 
and this was all the fault of the appraiser. The new owner also claimed that 
he paid more for his partial interest based on the inflated appraisal.

The owners said that they would be meeting with the company 
lawyer and their accountant to figure out their damages and they were 
hopeful the appraiser's insurance company would agree to settle so that a 
lawsuit did not have to be filed.

A demand was forthcoming in an amount in excess of $750,000. The 
appraiser insisted that he did not intend for his reports to be relied upon to 
determine rental amounts for the tenants or to set a partial interest 
purchase price. Unfortunately, the "Intended Use" and "Intended User" 
language in the appraisals was pretty vague. When asked, the appraiser 
could not define "Asset Management" which was the stated "Intended Use" 
in his reports.

It clearly appears that the appraiser made a mistake back in 2015 
when he misread the plans he had been provided. He exacerbated that 
mistake by not measuring the property in 2015, or in subsequent years. 
With that said, we think a defense can be raised that the property owner 
should know the size of the property they own. It was the owner that 
oversaw the construction project in 2015. If they had read the appraisals 
closely, they could have seen the erroneous square footage figures, and 
they could have brought it to the attention of the appraiser.

The owners argue they were relying on the appraisal reports to 
determine how much rent to charge the tenants, yet at the same time they 
claim they did not read the reports closely enough to see that the square 
footage was overstated. This claim has not been resolved so we do not 
know how the credibility of the owners, or the appraiser, will be judged.

Conclusion
It is important to treat each appraisal as a new assignment. Inspect 

each property. Measure each property. Check prior reports for typos or 
math errors. The time it takes to verify your prior findings could be well 
worth it if a claim is avoided or minimized.

Remember that you can't just assume you did it "Right" the first time!

About the author
Claudia Gaglione is a partner at Gaglione, Dolan & Kaplan, and the 

National Claims Counsel for LIA's Errors & Omissions program.
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She graduated from the University of Southern California Law Center 
in 1982 and specializes in the defense of professional malpractice claims.

Since 1987, Claudia and her colleagues have supervised over 8,500 
claims and lawsuits filed against real estate appraisers, and other real 
estate professionals, across the country.

By virtue of this experience, Claudia can discuss the types of errors 
that are avoidable and how real estate professionals can take steps to 
make themselves more defensible in the event they are the subject of a 
claim, and making her the authority on appraiser litigation and defense.

==================================================
The AMC/Lender Will Whistle a Jaunty Tune as it Thr ows You 
Under the Bus

By Tim Andersen, MAI

Editor's Comment: I gotta set up better workfiles!!!

Question: I have heard that the questions the state  board will ask me 
during the investigation into a complaint/charge ca n be really hard to 
answer. They require a lot of detail and, frankly, be based on stuff I 
did not put in the report, thus don't have in the w orkfile. 
  I've heard these questions are a lot more pointed  and specific than 
the information we typically put into an appraisal report. I have two 
questions: (1) How can the state ask us to give it more detailed 
answers than we put into the appraisal report? (2) How can I put into 
the workfile all the stuff it looks like the state requires when so much 
of an appraisal is mental? 

Answer:  Yes, the questions the state will ask you as part of a formal 
investigation are usually quite pointed and specific. I'll share some of them 
with you in a moment.

Your impression that the questions the state will ask as part of an 
investigation are "…really hard to answer…" is true but really should not 
come as a surprise (or a challenge, for that matter). 

Per USPAP, what must be in the workfile and why?
The reason is what the Record Keeping Rule (RKR) teaches us. In 

the RKR there are five bullet points. 
These present what must be in the workfile. 
The fourth bullet point is the key: "The workfile must include…all 

other data, information, and documentation necessary to support the 
appraiser's opinions and conclusions, and to show compliance with 
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USPAP, or references to the location(s) of such other data, information, 
and documentation" (ibid; italics added).

It is reasonable to ask why does USPAP require that all of that stuff 
be in the workfile? In reality, the answer is really simple. It is simply so the 
appraiser can explain why s/he did or did not do something as part of 
forming a credible value conclusion.

Then, SR1-4 makes it clear that "[i]n developing a real property 
appraisal, an appraiser must collect, verify, and analyze all information 
necessary for credible assignment results." Notice the use of the word all in 
both the RKR and SR1-4. This deliberate usage of the word all reinforces 
the concept that USPAP expects the details of all of the above information 
(i.e., the answers to the question "WHY?") to be in the workfile.

Now, in light of the above two references, go to SR2-3, specifically 
the 8th bullet point. In it, the appraiser certifies that "…to the best of my 
knowledge and belief…the analyses, opinions, and conclusions [in this 
report] were developed, and this report has been prepared, in conformity 
with [USPAP]" (ibid; lines 731, 749 to 750). 

What you used to form the value conclusion must be in your workfile 
From these three USPAP references, it should be beyond any 

confusion that:
Whatever the appraiser used to form the value conclusion(s) must 

be in the workfile; 
That whatever is in the workfile (i.e., whatever the appraiser 

collected, verified, and analyzed concerning this property and this 
assignment) has been subject to the appraiser's verification (that it is true 
and correct) and analysis (that it is relevant to answering the appraisal 
question). Via the verification and analysis processes, the appraiser has 
assured him/herself that he/she is familiar with 
(a) what is in the workfile,
(b) why it is in the workfile, 
(c) how its presence in the workfile influences the subject's marketability, 
thus its market value, and 
(d) how/why the appraiser's failure to collect, verify, and analyze these 
materials would adversely influence the credibility of the report; and

What the state appraisal boards want to see
From what is in the workfile, the appraiser should be able to answer 

any question the state has about any facet or component of the appraisal 
and report. 

Considering the above, let's look at some questions states have 
actually submitted to appraisers to answer as part of the investigation into 
whether an appraiser violated USPAP and/or state law.
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If applicable, describe your process for your sales  comparison 
approach (SCA) for this appraisal assignment. Pleas e provide 
specifics. Explain in detail your selection process  and search 
parameters, indicate your data source(s), and the d ate(s) of your 
search(es). Attach a copy of your search results or  indicate its 
location in your workfile.

How you did your Sales Comparison Approach - not ju st MLS 
printouts

If all the appraiser has in the workfile relative to the SCA is the MLS 
printout for the comparable sales and/or listings, how can the appraiser 
answer this question? 

This also means the appraiser must have in the workfile details of 
the process whereby how and why s/he selected/rejected comparable 
sales and/or listings. 

Further, the appraiser must have a chronicle of the various search 
parameters in which s/he engaged to select the comps. Included must be 
the analyses demonstrating the comps have the same highest and best 
use as the subject, thus are truly comparable. 

In addition, the appraiser must present data sources (the implication 
of which is why the appraiser chose source X, but not source Z, something 
that should be clear from the data in the workfile). Note that this question, 
despite its scope, does not yet seek the appraiser's analysis(es) on 
anything.

Neighborhood boundaries - definition problem
Now consider this legitimate question from a state board after the 

investigation was complete, but before any hearing:
Your defined neighborhood boundaries appear to be very tight. How 

did you determine these boundaries?
One of the problems here is that Fannie Mae does not define 

neighborhood, nor does USPAP (which does not even use the term 
anymore). The 4th ed. of Appraising Residential Properties (p. 198 -
bibliographic citation omitted) defines a neighborhood as "a group of 
complementary land uses" (ibid). 

Nevertheless, the text prefers the term market area over that of 
neighborhood and defines the former as 
"[T]he geographic or locational delineation of the market for a specific 
category of real estate, i.e., the area in which alternative, similar properties 
effectively compete with the subject property in the minds of probable, 
potential purchasers and users" (ibid p. 199). 

Thus, the appraiser has the unenviable task of giving a spatial 
meaning to a term (e.g., neighborhood) to which there is a generic 
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definition, but not one Fannie Mae adopts. 
The clearer term, market area, is not one FM recognizes since it 

calls for a neighborhood analysis, not a market area analysis. 
A wise appraiser uses the term neighborhood in the report, but 

considers its definition to be that of market area. Therefore, the appraiser 
must have in the workfile analyses of the subject's market area, not merely 
its neighborhood. 

The workfile must include the reasons the appraiser chose the 
market area's boundaries, not merely that the appraiser chose them. 

Description of neighborhood boundaries - Fannie Mae
This answer to this question calls for a detailed and objective 

description of the appraiser's analyses of the neighborhood by which the 
appraiser determined its boundaries (i.e., it's market area). 

One example of what should be in the neighborhood analysis is in 
the Fannie Mae Selling Guide, B4-1.3-03, Neighborhood Section of the 
Appraisal Report (09/30/2014). 

This includes (all of which must be in the workfile as well as why the 
appraiser chose them):
- Neighborhood boundaries;
- Neighborhood characteristics
- Factors that affect the value and marketability of properties in the 
neighborhood;
- Degree of development and growth rate;
- Trend of neighborhood property values, demand/supply, and marketing 
time;
- A detailed discussion of market conditions (formerly the 1004MC form);
- Price range and predominate price;
- Over-improvements;
- Age range and predominant age; and
- Present land use
Therefore, the state has the right to ask the appraiser to produce, from the 
workfile, details on any and/or all of the above themes, why and how the 
appraiser chose them, as well as why and how they affect the subject's 
market value and marketability. 

Sample question from state regulator - matched pair s for adjustments
Consider this long and rather complex question (slightly edited for 

context and clarity):
The appraisal report states the adjustments are market-derived, in 

accordance with Fannie Mae Guidelines, and based on matched-pairs 
sales analysis. Please indicate the Fannie Mae Guidelines to which you 
refer, as well as why you conclude you complied with those guidelines. 
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The appraisal report also states that adjustments d erived from 
paired sales are meaningless due to the dissimilari ties of the 
comparable home sales. Therefore, please explain th e site size 
adjustment of -$0-, the quality adjustments, the co ndition 
adjustments, the square footage adjustments, and th e garage 
adjustment. 

In other words, if the results of the paired-sales analysis are 
meaningless, how and why did you deduce the adjustm ents were 
necessary? What, therefore, is the market support f or your 
adjustments ?

While the above question should have been a series of questions, 
the point is the state board has the right and responsibility to ask questions 
such as this one and then to demand a well-reasoned, market-supported, 
and logical answer to it (them) from the appraiser. 

If the answer(s) to questions such as this one is not summarized in 
the report and/or are not detailed in the workfile, why/how should the state 
conclude the appraisal is credible, and the appraisal report is not 
misleading? 

Most of what you do is mental, but you must have in formation in your 
workfile to show this

 As to your second question: yes, most of what an appraiser does is 
mental. Nevertheless, USPAP (and, therefore, state law) requires the 
appraiser to chronicle in the workfile these mental processes. For example, 
the appraiser states in the report the subject's zoning is R-1. 

Then, somewhere in the workfile, the state expects to find something 
to support the conclusion (i.e., demonstrate independently, impartially, and 
objectively) that the zoning is indeed R-1. 

Sufficient support would include (but not be limited to) (i) a copy of 
the R-1 zoning code; (ii) a copy of the zoning map [usually available online] 
showing the subject site in an R-1 zone; (iii) a letter from the local zoning 
department stating the zoning is R-1; (4) a combination of these; or (iv) 
something different, but equally authoritative. 

You need a complete workfile, not just MLS printout s
These three examples of actual questions appraisers have received 

from state appraisal boards indicate the absolute necessity of an extremely 
detailed workfile rather than merely a few MLS printouts. 

The appraisal report is the place for a summary; the workfile is the 
place for detail (lots of detail). If right now, an appraiser could not pull any 
one-year-old-plus workfile randomly and then answer all of the above 
questions in great and specific detail, then that appraiser has the potential 
for problems with the state. 
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For good or bad, these are the standards to which state appraisal 
boards can and do hold their real estate appraisers. If appraisals are to be 
credible and appraisal reports are not to be misleading, how could it be any 
other way?

Final Comments
(A final note.The answers the appraisers actually provided to the 

above very real questions were not, in their state boards' opinions, 
adequate. The appraisers suffered various sanctions, some of them 
severe, due to omissions from both the workfile, as well as the report. 
These omissions also caused one state board to find the appraisal 
misleading, for which the appraiser received a sanction). 

The logic of the states' questions, as well as the mountain of details 
the states expect their appraisers to maintain in the workfile, shows poorly 
for an appraiser to be able to complete a USPAP-compliant appraisal and 
report in 60-minutes or less [even if the appraiser does not inspect the 
property]. 

While, clearly, there will be exceptions to this generalization, those 
exceptions will be few and far between. Thus, those lenders and AMCs that 
swear you can complete a hybrid appraisal for them in 60-minutes or less 
are simply being less than candid[1]. If you tell yourself this is your new, 
successful business model, are you being less than candid with yourself? 
How about with your clients? 

If your appraisal and report prove[2] not to comply with USPAP, 
remember those lenders/AMCs who told you an appraisal and report in 60-
minutes or less was OK with them will be the first to throw you under the 
state appraisal board's bus when that loan goes into foreclosure, or Fannie 
orders the lender to buy the loan back. 

 If you are just not sure that your appraisals and their reports comply 
with Standards 1 and 2 in USPAP, contact me, Tim Andersen, The 
Appraiser's Advocate, at tim@theappraisersadvocate.com. I look forward 
to consulting with you! Thanks!
[1]  This is a polite way of saying, "they are lying to you to get you to ignore 
USPAP and produce your appraisals and reports the way they want you to 
produce them."
[2]   The only entity that can "prove" if this is the state appraisal board.

About the author
Tim has helped many appraisers with state board problems plus also 

helps appraisers make their appraisals more “state board proof”.
• Florida State-Certified General Real Estate Appraiser, RZ998
• Master of Science Degree (MSc) in Real Estate Appraisal
• MAI Member of the Appraisal Institute
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Practice limited to:
• USPAP Instruction (QE and CE)
• USPAP Consultations for Appraiser Defense
• USPAP Expert Witness Testimony and Consultations, Standard 3 & 4
• Reviews for USPAP Compliance
CE and QE 
• Writing, Instruction, and Consultations,
• CE Course
• Development and Presentations
Appraisal development & reporting consultations, Appraisal editing

www.appraisersadvocate.com
Email: tim@theappraisersadvocate.com

==============================================

Seeing the forest through the trees. Look at your a djusted comp 
sales price range.

By Rachel Massey, SRA, AI-RRS

Growing up, my parents used to refer to my inability to see the forest 
through the trees. As a parent, I have noticed the same issue with my son. 

As a reviewer, I see it play out in some of the reports I review. This 
simply means not being able to see the bigger picture because focus is so 
narrow that we only see what was right in front of our eyes. 

Fortunately, I am older now, and (usually) better at seeing the bigger 
picture. My son is better, but still struggles. I suspect this is a common 
phenomenon in all occupations, and particularly in our line of work. It 
appears to be human nature to a large degree, but something we can be 
aware of and work to improve.

This phenomenon can happen in many aspects of the appraisal 
puzzle. One of the most common is places is within the Sales Comparison 
Approach. When the unadjusted sales price range is widened through the 
adjustment process, something is likely wrong and we have failed to see 
the forest through the trees, or have focused on individual adjustments 
(trees) to the detriment of the bigger picture (forest).

Simply put, the sum of the parts may not equal the whole. Individual 
adjustments could skew data to widen the range and if we do not step back 
and examine the bigger picture, we could end up with illogical results. A 
simple way to double check that we look at the bigger picture is to ask if 
each sale used is overall superior, inferior or equal to the subject. 

11



If we believe that the sale is inferior to the subject, then logically it 
should have sold for less than the appraised value. If we believe the sale is 
superior to the subject, then logically it should have sold for more than the 
appraised value. That is the basis of bracketing that we hear so often.

I kid you not, as a reviewer I am looking at something right now, 
which prompted me to write more. The unadjusted sales price range of the 
three comparable properties used in the report was $195,000 to $199,500. 
This is great and an ideal range, in particular for a smaller renovated older 
home. 

The problem is, the appraisal report took this nice tight range, and 
through the rote adjustment process, widened it from $173,500 to 
$218,000. Does this make any sense to any of you? This scenario is the 
perfect opening for the appraiser to describe what their thought process is 
to help their client understand the logic of the adjustments, as well as the 
final opinion of value. While it is possible that the adjustments were all solid 
and made complete sense, something larger did not.

For instance, in this report, the appraisal stated that most weight was 
placed on sale 2 because it was most similar, but it was actually the largest 
of the sales, with an extra bath, an extra car stall, a different style and age, 
and the oldest of the three sales used. The adjusted value of that 
comparable was also the $173,500, yet the appraised value was $200,000. 

The appraised value was higher than all the unadjusted sales prices, 
which is acceptable when explained, but the direction of adjustment on this 
sale, downward over $20,000 (over 10%) indicated the appraiser 
him/herself thought this sale was superior. If this is the case, why would the 
appraised value be greater than the unadjusted price of a sale that was 
superior? Not saying that it could not be, just that explanation to help the 
client understand why would be in order.

Perhaps in this scenario the gross living area adjustment was too 
high, or one of the other adjustments was larger than what the market 
would bear. Maybe the style was inferior to the subject and the other 
sales? Maybe there was some unexplained issue that was not considered, 
such as an odd floor plan, or even maybe the other sales were incorrectly 
adjusted. 

How did the appraisal take a 2.5% range in unadjusted prices and 
turn it into a 25% range? The adjustment process should narrow the range 
not widen it, but sometimes it just is what it is, and the range really does 
widen slightly. When that happens, what the appraiser should do is step 
back and discuss the issue and why it widened, and reconcile the quality of 
the data within the sales comparison approach. If one sale is more 
meaningful than the others are, then the unadjusted sales price of that 
property might be even more telling than the adjusted price, and it could 
have been in this situation - it just was not explained as such.
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The direction of the individual adjustments at the bottom of the grid 
can also help show whether each comparable sale is superior, inferior or 
equal, to the subject or at least that it was presented as such. Small 
adjustments on the net side, may show something relatively similar, while 
larger net adjustments will indicate that a sale is inferior or equal and can 
help determine if the adjustments were logical. For instance, if the 
comparable sold for $200,000 and adjusts to $210,000, but in our opinion, 
it was a superior sale, something is off and not adequately analyzed. In 
case this is an unbelievable scenario to many of you, unfortunately it is not. 

Remember the purpose of adjustments is to render the comparable 
properties equal to the subject. If the comparable has greater square 
footage, it is usually thought of as superior, however this is not always so. 
Think about larger houses with awkward additions. Sometimes the 
awkward addition can detract from the property, not add to it. What about a 
six car garage in a market that expects a two car? Would it be possible that 
the third car stall adds value, but after that, most buyers do not care, and 
some buyers find it is a negative? 

Maybe the market recognizes an increase in value per square foot to 
a certain level, but then, after a certain size, it becomes a negative. It could 
make sense that 8,000 square feet is overkill in a market when most 
buyers are happy with 4,000 square feet. Maybe the additional 4,000 
square feet is not universally desired, in particular in climates with 
excessive heating and/or cooling costs.

In the end, the appraised value should ideally not be higher than the 
sales that are adjusting downward as that shows overall superiority (unless 
it is a nominal amount). The converse is also true. If for some reason, in 
the opinion the value is greater than something that would otherwise show 
as superior, explain, explain, explain.

Do not look at the adjustments mechanically, but look at them in this 
larger holistic manner and see the forest through the trees. 

Originally published in AppraisersBlogs in a shorter version.

About the author
Rachel Massey, SRA, AI-RRS has been in the real estate field in the 

Ann Arbor area since 1984, first in sales, and then as a full time appraiser 
since 1989. She has a Bachelor's degree from Siena Heights University 
with a real estate concentration, and is an AQB Certified USPAP instructor. 

Rachel has a passion for helping other appraisers through writing, 
teaching and with peer review. She has experience in lake appraisal, 
Relocation appraisal work and other residential work in Washtenaw County 
and surrounding communities. 

When not appraising or thinking about appraisal, she can be found 
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enjoying sunsets, walking, and trying to beat her elliptical into submission. 
Rachel can be reached at 
rachmass@comcast.net or through her website, 
www.annarborappraisal.com

==========================================

Rising Markets: When my Subject is the New High Sal e - Part 1 
of 2

By Denis Desaix, SRA, MAI

Editor's comments: I have seen comments online about these types of 
topics. I learned a lot and did not know about some of the topics in this 
article. You may want to read this article several times, as I did, to 
understand the concepts. 

This article can help understand how to use the data to explain what 
is happening.

For example, we all know that sometimes small homes can have a 
higher appreciation rate then larger homes because of greater demand. 
Similarly there are listing "auctions" with many multiple bids. Price vs. 
Value. 

Denis told me this article could be somewhat controversial. I replied 
that I like differing opinions. Something new in appraisal which has not 
changed very much since the 3 approaches in the 1930s. 

The term “Transactional adjustments” is in the book The Appraisal of 
Real Estate, 15th Edition. 

Contrary to what many forecasted at the outset of Covid-19, residential 
home values and sale prices have significantly increased in many markets 
despite the spike in unemployment and the general slowdown of the 
economy. 

While there may be some unique contributing factors related to the 
Coronavirus pandemic (such as a surge in relocations from higher-density 
urban areas to lower-density suburban/rural areas, driving up demand in 
those destinations), rising markets, and significantly rising markets are part 
of a normal real estate cycle. 

For some of us, this may be one of many such rising-market 
environments we've seen over our careers. For others, this may be the first 
time prices have increased as significantly as they have in such a short 
time (per my local MLS board, the median price in my hometown has 
increased 25% year-over-year). 
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Whether this is our first experience or not, mortgage-finance 
appraising in a rising market presents challenges, and the most challenging 
is when our subject property happens to be the new high sale. 

The good news is by correctly applying the recognized appraisal 
methodologies to the problem, we have the tools to minimize those 
challenges. We can successfully complete such assignments in a manner 
that adequately and appropriately considers the market dynamics and can 
arrive at a credible and well-supported value. 

Our clients can rely upon this value to make their lending decisions.

What is driving prices up so high?
Every market may have some unique characteristic or factor which 

affects it more than another market, but most have these two things in 
common:
• There is a scarcity of homes relative to the number of buyers
• The lower the interest rates, the higher the affordability when a purchase 
relies on financing

Another factor is the impact of Covid-19. In addition to relocation 
from urban to suburban/rural markets, many potential homebuyers who 
would have purchased in 2020 put that decision on hold. Now, they are 
back in the hunt with a lower interest rate and potentially with a year's 
additional savings added to the down payment. 

From a fundamentally economic perspective, the rising market is the 
logical result of the demand exceeding supply and purchasing power 
increasing due to low interest rates. 
   These are market forces at work. And while this condition may not be 
sustainable, there is nothing artificial or irrational of the trend. 
   However, while this dynamic explains why the market is increasing, it 
does not mean that any contract price higher than the last sale is 
reasonable or supportable with market data. 
  We should expect, in a rising market and on average, the next sale will be 
higher than the last, everything else being equal about the properties. 
   But there are still limits to what that new high price will be based on the 
market data. To restate explicitly, just because the market is rising and we 
expect the next price to be higher, that doesn't mean anything goes! 
   And, it is the responsibility of appraisers to demonstrate in their reports 
what new price-points are reasonable and supported and which are not. 

Price vs. Value
The USPAP defines price as "the amount asked, offered, or paid for 

a property." It goes on to note that price may not correlate to value. As 
appraisers, we know this to be true. What someone pays for a home may 
not reflect the market value of the home. 
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The USPAP defines market value as "a type of value, stated as an 
opinion, that presumes the transfer of a property (i.e., a right of ownership 
or a bundle of such rights), as of a certain date, under specific conditions 
set forth in the value definition that is identified by the appraiser as 
applicable in an appraisal." 

Again, for appraisers, we understand this. We have a definition of 
value we are using in our analysis, and that definition sets certain 
conditions of our hypothetical sale of the subject. For our typical residential 
mortgage finance assignments, we use a specific definition of market value 
that is found in the Fannie Mae/Freddie Mac pre-printed reporting forms. 

That definition begins with, "The most probable price  which a 
property should bring…" 

Why am I talking about price vs. value? Because I want to make it 
clear that when we conclude our opinion of value, that conclusion 
represents the price that the property should bring based on the definition 
we are using and based on the data we have analyzed. 

In the Appraising Residential Properties, 4th ed., the text (p. 3) states 
(my bold for emphasis), "Most residential appraisal work is devoted to 
developing opinions of the most likely selling price  of residential real 
estate." 

Many appraisers avoid using the term price because price doesn't 
necessarily equal value, and that is true. I am using the term price 
because, in the context of this discussion, our opinion of value does 
represent a specific price point. 

Transactional and Property Adjustments are very dif ferent
We have two different types of adjustments to apply to a comparable 

property: One adjusts for forces that affect the sale price and the other 
adjusts for value differences between properties. 

Transactional adjustments adjust the price of comparables so that 
price reflects the same market value conditions that we are applying to our 
subject. 

Property adjustments adjust for value differences once the sale price 
of the comparables is adjusted to meet the conditions of our market value 
definition relative to the subject.  

Property Adjustments
The property adjustments are what we use most often. They include 

location, bed/bath count, GLA, condition, etc. These are adjustments we 
make to the comparables for their physical, location, or economic 
differences. 

Through this process, we arrive at an adjusted price of the 
comparable, which represents what it would sell for if it were similar to the 
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subject. 
Generally speaking, and as the name implies, property adjustments 

are applied for differences between the subject's property and its 
improvements and the comparable's property and its improvements. 

They represent the differences in value that the market places upon 
those elements of the comparable vs. our subject.

Transactional adjustments
Transactional adjustments are applied for conditions that affect the 

sale price and are not related to the property's physical features, etc. 
Transactional adjustments are (a) property rights; (b) financing 

terms; (c) conditions of sale; (d) expenditures made immediately after 
purchase, and: (e) market conditions. 

In our typical residential mortgage work, we rarely need to apply an 
adjustment for property rights or financing terms. 

A condition of sale adjustment is something we may have used. A 
distress sale may warrant an adjustment to reflect its non-market 
motivations. 

Market condition adjustments are also transactional  adjustments
Market condition adjustments, however, are something most of us 

are familiar with, but we might not be fully familiar with how they differ from 
a property adjustment.

Transactional adjustments are things that affect the sale price of a 
comparable relative to the property rights, conditions, and timing of our 
valuation. These adjustments have nothing to do with differences in 
physical or locational characteristics. 

The important takeaway here is transactional adjustments are 
inherently different than property adjustments. Transaction adjustments 
adjust the price of a comparable so that its sale price is made equivalent to 
the market value conditions we are applying to our subject's valuation.

How to apply transactional adjustments
Transactional adjustments are applied differently than the property 

adjustments. There is a specific order-of-adjustments that one should 
follow. 

Another difference is property adjustments are made on a net basis; 
i.e., if my upward adjustments equal $30,000 and my downward 
adjustments equal $15,000, I will have a net adjustment of +$15,000, and it 
doesn't really matter how I add them up or in what order I apply them. 

With transactional adjustments, they are done in a specific 
sequence, and each adjustment is done individually; i.e., if my sale price is 
$500,000, and I have a 5% downward adjustment for property rights and 
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an 8% upward adjustment for condition of sales, the adjustment process 
would be: $500,000 - 5% = $475,000 + 8% = $513,000. 

If we adjusted using the net difference (+3%), it would be $515,000. 
While the difference in this example is small, in another example, it may be 
more. 

Market conditions adjustments are also transactiona l adjustments
It should be stated that the typical Fannie/Freddie forms software 

does not calculate the adjustments in the correct order according to the 
recognized methodology. (I am not advocating that appraisers start 
changing the adjustment process in their form work.), but that's a problem 
for another discussion.  

A market condition adjustment is a transactional adjustment. And, in 
a rising market, they can be very significant. 

Omitting a data-supported market condition adjustment would be 
similar to not adjusting for a 300sf difference in size if the market reacts to 
that 300sf difference, and that reaction is material to consider in arriving at 
a credible opinion of value. 

This is worth repeating: Transactional adjustments adjust the price of 
comparables so that price reflects the same market value conditions that 
we are applying to our subject. 

Property adjustments adjust for value differences once the sale price 
of the comparables is adjusted to meet the conditions of our market value 
definition relative to the subject. 

In many cases, and especially in a stable market, there are no 
transactional adjustments necessary. If the comparables sold under the 
same conditions as our market value definition, we are using them to value 
the subject. 

What usually requires adjustments are differences that impact the 
value (property adjustments) where the market will pay more or less for a 
comparable's feature vs. the subject.

Market Condition Adjustments 
A market condition adjustment is easy to understand: the adjustment 

is for market differences between two points in time. Purists will correct an 
appraiser if they say "time adjustment" instead of market condition 
adjustments, but the difference in market conditions is measured over time. 

Regardless of what it is called, we adjust the comparable's price to 
address the difference in market conditions that existed at the time of its 
sale (or contract date) against the market conditions that exist as of the 
date of value for the subject property. If the market has increased over time 
since the comparable's sale, we analyze and consider an upward 
adjustment to address that condition. 
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Alternatively, if the market declined, we might apply a downward 
adjustment to that sale. 

In a stable market, no material changes have occurred, and we are 
likely not to apply any adjustments. As this is a transactional adjustment, it 
is independent of physical, location, or economic elements that would be 
included in the property adjustments. 

It doesn't matter if the comparable is very similar to the subject or is 
the most dissimilar comparable to the subject. The market condition 
adjustment is independent of any of those differences and, if the data 
supports it, is warranted on its own merit. 

This is a key concept to keep in one's mind because, as we have 
been discussing, in a rising market, the expectation is that the next sale will 
be higher than the last (with all the caveats of, on average, everything else 
being equal, etc., etc.).   

Applying supported market condition adjustments can result in all of 
the comparables being adjusted upward (shifted to the right on the price 
line). 

Under certain circumstances, this could mean that the low-sale 
comparable, after a market condition adjustment, is now priced higher than 
the high sale's unadjusted price. In other words, the set of closed 
comparables are all adjusted higher than any of them sold for (unadjusted 
price). 

Across-the-Board Adjustments
Across-the-board adjustments are typically frowned upon in 

mortgage finance work. Although there is no prohibition of such 
adjustments in the USPAP or in the recognized methodology for mortgage 
finance assignments, across-the-board adjustments have been viewed as 
demonstrating the subject property has some feature that is atypical to the 
market. Otherwise, why isn't there a comparable with the same feature? 

There are many logical inconsistencies with this argument, not the 
least of which is the irony that downward across-the-board adjustments are 
accepted while upward ones are scrutinized and resisted. 

But there is a legitimate question that can be asked: If you are 
making an across the board adjustment, what is the basis of doing so, and 
how is it supported?

For property adjustments, if we don't have a comparable in the grid 
that matches a particular feature, we can use non-comparables or 
comparables in competing neighborhoods with that feature to demonstrate 
marketability and value. That can be a lot of work, but it is an option we 
have and should use. 

Fortunately, with regard to market conditions data, if we analyze our 
market appropriately, the data to support the adjustments is contained 
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within our market conditions analysis presentation (and if it isn't, we 
wouldn't be making an adjustment). 

In other words, we don't have to go to competing markets. We look 
at the data that is present in our market and use it to determine if a market 
condition adjustment is warranted or not. This is data we are already 
examining, but we may need to upgrade the tools and analytical process 
we are using to appropriately evaluate the data. 

Techniques and 1004MC deficiencies
This article is not about how to analyze the market in order to arrive 

at credible market-trend conclusions and, when appropriate, extract 
support for adjustments. That is a subject all of its own. 

But I will take time here to recommend one instructor in particular: 
George Dell, SRA, MAI, ASA, CRE, of Valuemetrics 
(www.valuemetrics.info ). If you haven't taken a deeper dive into market 
condition analytics in a while, please consider taking a course from George 
or other reputable instructors.  

However, while this article is not about any one technique to use in 
analyzing market conditions, I advise everyone on what shouldn't be relied 
upon without significant supplement, and that is the 1004MC. 

In most cases, and especially in cases where the inventory is low, 
and prices are rising quickly, using the 1004MC only, is unreliable and 
wholly inadequate. 

If your client still insists that it be included in your reports, by all 
means, do so, but provide an alternative or supplemental to it and rely on 
those results for your market condition evaluation and for your adjustments. 

Market analysis - offers, active, pending, closed
There are many factors to consider in a comprehensive market 

analysis, but for most of our residential mortgage work, we can simplify it to 
the following data:
• Closed sales
• Active and pending sales
• Offers tendered for our subject or on the pending sales

Closed sales are considered the gold standard of comparable data, 
as well they should be. Closed sale prices are fact, not speculation. 

However, one of the reasons many markets are rising as fast as they 
are is the scarcity of closed sales and what many of us find when searching 
for comparables, the scarcity of similar like-for-like properties. 

In many markets, the most recent sale may be the most dissimilar to 
our subject while the most similar sale may be the furthest back in time. 

Likewise, the most recent sale may be several months old. In a low-
inventory/scarcity of sales market, we will likely have gaps in our data when 
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relying on the closed sales with larger gaps in the data when we evaluate 
our most similar comparables.  

Analyze the market in two sets - the larger market (i.e., county) and 
the subject's market (i.e., the neighborhood)

There are a few ways to address this quality-of-data issue, but one 
way is to analyze the market in two sets. 

Set 1: Analyze the sales in the larger market
The first task is to analyze all sales within the defined geographic 

market area (or larger area). 
While tools like Zillow are questionable to use for value estimates, 

their zip code trends are fairly accurate and can provide a big-picture 
background. This provides us with a general picture of how the larger 
market is moving. 

In my home county (Alameda, California), the local MLS has 
available a summary analysis of data by city and further divided by 
attached and detached homes. It has an annualized sale trend, the last 12 
months' statistics (sale price, DOM, asking price, closed price) an inventory 
chart, and the prior 2-years' statistics to reference. I use this data to 
supplement my own analysis.

Set 2: Analyze the sales in the subject's competiti ve set
Once the larger picture is evaluated, then our subject's competitive 

set can be evaluated. The premise of this discussion is that we have a 
scarcity of data. Therefore, we may have very limited data points that 
represent our competitive set (the comparables) to evaluate. 

But, comparing what we do have with the larger market can give us 
insight into how our limited data set is trending. If our submarket (our 
competitive set) is moving in a similar direction as the larger market data, 
we can appropriately conclude that the two sets are correlated. 

And while our competitive set may not include data points up to our 
value date, the larger market may have sales up to the current date. 

If a correlation exists, it is reasonable and appropriate to conclude 
that the relationship identified over the last year or two exists as of our 
valuation date. Then we can use that as a basis to forecast reasonable 
market condition adjustments. This works if the market is continuing to 
increase, if it is stabilizing, or if it has begun to reverse itself. 

Painting a picture: evaluate large scale data set, then compare with 
the competitive data set

Evaluating closed sales in the market condition analysis process can 
be likened to painting a picture. The large scale data (zip code, city, 

21



competitive and non-competitive sales) presents the background. It is a 
picture of how the larger market is moving and creates the landscape upon 
which we are going to place our competitive data set. 

Once we fit in our competitive set within the larger market, we can 
make some data-supported conclusions. If we are correlated to the larger 
market trends, I would argue that is evidence that we will track that trend 
even if we don't have a recent closed sale. 

Likewise, if we are moving counter to the trend, then that suggests 
something may be impacting our competitive set, and it warrants additional 
research. 

Appraisers using more advanced techniques will note that relying on 
large-scale data has its flaws, not the least of which is the mix-of-sales that 
make up that set. If the only trend we are analyzing is price, prices can go 
up due to non-market conditions. 

For example, at the beginning of the trend, perhaps small, older 
homes made up the majority of sales, and as time progressed, a new 
development with larger homes came on the market and was simply priced 
higher due to their newer construction and larger size. 

There may be no change in the market, but the prices would appear 
to be increasing. Appraisers pointing out the flaw in the analysis of zip code 
data by price alone would be correct. 

However, that is what the more sophisticated levels of market-
condition analyses are designed to identify. 

What I do in my analysis
In my own analysis, I trend price and size, and I also identify new 

homes if appropriate. By identifying these three characteristics, I can see if 
price is increasing on its own or if it is a result of larger or newer homes 
being sold. 

In theory, if the market is reacting for some non-appreciation factor 
due to a specific subset of sales, then unless our subject was part of that 
subset, we would see the trends are not correlated. The competitive set is 
not correlated to the larger market. 

It is for reasons like this that I strongly advise appraisers to increase 
their skill set and analysis tools with regard to market condition analysis. 

While, in my experience, the underlying principles of adequate 
market condition analysis is fairly simple, the practical application of the 
appropriate techniques may be something we have been underexposed to.

Coming in Part 2 next month
• Market Conditions Analysis • Active & Pending Sales
• Market Conditions Analysis - Multiple Bid Scenarios

22



• Communicating the Findings in an Effective and Persuasive Manner
Final Takeaways
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CHART BELOW: Big dip is due to coronavirus first months. 

As you can see below, mortgage applications have be en going 
way up and down!! The graph below is for all applic ations. 
Purchases have been going way up and refis have bee n going 
up and down. There was a big drop for the first few  months of 
coronavirus in 2020. Recently, rates have gone up a nd down 
rapidly. 

The forecast for 2021 is uncertain, the continued b oom with 
mortgage interest rates will probably decline sligh tly but no one 
really knows. 

MBA Loan Volume Application Index – 1/16 to 4/21

23



200.0

400.0

600.0

800.0

1000.0

1200.0

1400.0

1600.0

1800.0

1
/1
6

3
/1
6

5
/1
6

7
/1
6

9
/1
6

1
1
/1
6

1
/1
7

3
/1
7

5
/1
7

7
/1
7

9
/1
7

1
1
/1
7

1
/1
8

3
/1
8

5
/1
8

7
/1
8

9
/1
8

1
1
/1
8

1
/1
9

3
/1
9

5
/1
9

7
/1
9

9
/1
9

1
1
/1
9

1
/2
0

3
/2
0

5
/2
0

7
/2
0

9
/2
0

1
1
/2
0

1
/2
1

3
/2
1

Market Index                          100 in 1990               

24



Appraisal Today
ISSN 1066–3900
Appraisal Today is published 12 times per year by 
Real Estate Communication Resources. 
Subscription rate: $99 per year, $169 - 2 years

Publisher
Ann O'Rourke, MAI, SRA
ann@appraisaltoday.com

Subscriber Services
Theresa Lua
M,T,W 7AM to noon
Friday 7AM to 9 AM (Pacific time)
info@appraisaltoday.com  (24 x 7)

Editorial and Subscription Offices
1826 Clement Ave., Suite 203
Alameda, CA 94501                                          
Phone: 1-800-839-0227
Email: info@appraisaltoday.com
www.appraisaltoday.com

Appraisal Today is sold with the understanding that the publisher, editors, and 
others associated with the publication are not engaged in rendering accounting, 
legal, or other professional services. It does not attempt to offer specific solutions 
to individual problems. Questions about specific issues should be referred to the 
appropriate professional for analysis. 
©2021  by Real Estate Communication Resources. All rights reserved. The 
contents of this publication may not be reproduced either whole or in part without 
consent.

25




